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USEEC ALSO FOR EMBASSY, USOECD ALSO FOR EMBASSY 

DEPARTMENT PASS FEDERAL RESERVE 

E.O. 11652: N/A 
TAGS: EFIN, GW 

SUBJECT: FINANCIAL DEVELOPMENTS (WEEK ENDING JULY 18) 

REF.: BONN 10749, BONN 11196, BONN 8965, BONN 1 1679 

1 . FOREIGN EXCHANGE MARKETS: 

THE DOLLAR WEAKENED FURTHER ON GERMAN FOREIGN EXCHANGE 
MARKETS AT THE END OF THE PERIOD UNDER REVIEW. ON 
JULY 19 THE DOLLAR WAS FIXED AT $1 EQUALS DM 2.2628 - 
AN ALL TIME LOW ON THE FRANKFURT CURRENCY EXCHANGE - 
FOLLOWING A $1 EQUALS DM 2.2804 FIXING ON MONDAY. 
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FOREX DEALERS, ACCORDING TO FINANCIAL PRESS REPORTING, 

WERE SOMEWHAT PERPLEXED WITH THE RAPID DROP SINCE THEY 
HAD NO EVIDENCE THAT DOLLARS WERE BEING DUMPED ON THE 
MARKET. FRANKFURT SPOT AND FORWARD DOLLAR RATES DURING 
THE PERIOD UNDER REVIEW DEVELOPED AS FOLLOWS: 

FORWARD DOLLARS 
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SPOT DOLLARS (IN PCT. PER ANNUM) 

OPENING FIXING CLOSING ONE-MONTH THREE-MOS 


JULY 12 2.2840 2.2890 2.2900 -L.8 -2.0 


13 

2.2800 

2.2793 

2.2800 

-1.4 

-1.8 

14 

2.2845 

2.2840 

2.2912 

-1.7 

-2.0 

15 

2.2915 

2.2885 

2.2830 

-1.9 

-1.9 

2.2770 

2.2804 

2.2683 

-1.8 

-2.0 

19 

2.2650 

2.2628 

N.A. 

N.A. 

N.A. 


2. DM 171.3 BILLION FEDERAL BUDGET FOR 1977 READY TO BE 
SIGNED INTO LAW: 

THE 1977 FEDERAL BUDGET, APPROVED BY THE BUNDESTAG ON 
JUNE 24 (SEE BONN 10749). PASSED THE BUNDESRAT ON JULY 
15 AND IS NOW READY TO BE SIGNED INTO LAW. THE APPROVED 
BUDGET PROVIDES FOR EXPENDITURES OF DM 171.3 BILLION, 

UP 5.9 PERCENT OVER ACTUAL 1976 OUTLAYS, AND AUTHORIZES 
NET BORROWING OF DM 20.7 BILLION. IN 1976, A DM 25.8 
BILLION DEFICIT WAS INCURRED. EXPENDITURES OF THE 
DEFENSE MINISTRY THIS YEAR ARE BUDGETED TO EXCEED 1976 
RESULTS BY 1.5 PERCENT FOR A TOTAL OF DM 32.87 BILLION. 
THIS AMOUNTS TO 19.2 PERCENT OF TOTAL FEDERAL OUTLAYS 
APPROVED FOR THIS YEAR AND IS THE EQUIVALENT OF SOME 
2.7 PERCENT OF ANTICIPATED 1977 FRG GNP. THE DEVELOP- 
MENT AID MINISTRY'S BUDGET PROVIDES FOR 1977 OUTLAYS 
OF DM 3.22 BILLION. THIS IS 5.6 PERCENT MORE THAN 
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ACTUAL 1976 EXPENDITURES AND AMOUNTS TO 1.9 PERCENT 
AND 0.27 PERCENT, RESPECTIVELY, OF 1977 APPROVED FEDERAL 
EXPENDITURE TOTALS AND ESTIMATED GNP. 

3. TVA INCREASE EFFECTIVE 1978 APPROVED BY LEGISLATORS: 
THE GOVERNMENT'S SOFTENED 1977 TAX PACKAGE, APPROVED 
BY THE BUNDESTAG ON JUNE 16, HAS NOW PASSED THE LAST 
HURDLE. IT WAS APPROVED BY THE OPPOSITION-CONTROLLED 
BUNDESRAT ON JULY 15, FOLLOWING AGREEMENT ON THE DI 
VISION OF VALUE-ADDED TAX REVENUES BETWEEN THE BUND 
AND THE LAENDER IN 1977 AND 1978 (SEE BONN 1 1 196). 

THUS, THE TVA TAX RATE WILL BE RAISED FROM 1 1 PERCENT 
TO 12 PERCENT EFFECTIVE JANUARY 1, 1978. THE RESULTING 
PUBLIC SECTOR REVENUE GAIN WILL BE FULLY OFFSET BY 
LOSSES THROUGH TAX RELIEF ELSEWHERE, INCLUDING A RE- 
DUCTION OF PROPERTY TAX RATES, INCREASED EXEMPTIONS 
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UNDER BOTH THE PERSONAL INCOME AND TRADE TAX SCHEMES, 
AND HIGHER CHILDREN ALLOWANCES (SEE BONN 8965). 

4. MONEY MARKET: 

WITH THE LOWERING OF THE LOMBARD AND SPECIAL REDISCOUNT 
FACILITY RATES, ANNOUNCED AT LAST THURSDAY'S CENTRAL 
BANK COUNCIL MEETING, MONEY MARKET RATES IN THE FRG HAVE 
EASED. THE CALL MONEY RATE FOLLOWED THE LOMBARD RATE 
DOWN TO ABOUT 4.0 PERCENT AND ONE AND THREE MONTH 
MONEY RATES HAVE ALSO FALLEN. FOR THE PERIOD JULY 12- 
18, FRANKFURT INTERBANK RATES WERE AS FOLLOWS: 

CALL MONEY ONE-MONTH THREE-MONTH 
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JULY 12 4.5 4.35 4.35 

13 4.5 4.35 4.35 

14 4.5 4.35 4.35 
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15 4.0-4. 1 4.10 4.20 
18 4.0-4. 1 4.10 4.20 

5. BUNDESBANK FOREIGN POSITION: 

DURING THE PERIOD JULY 1-7 THE BUNDESBANK'S NET 
FOREIGN POSITION INCREASED BY DM 0.3 BILLION TO 
DM 85.3 BILLION. FOREIGN EXCHANGE HOLDINGS INCREASED 
BY DM 106 MILLION WHILE FOREIGN LIABILITIES DECLINED 
BY ABOUT DM 200 MILLION. 

6. BANK LIQUIDITY: 

IN THE SAME TIME SPAN, BANKS WERE ABLE TO REDUCE SUB- 
STANTIALLY THEIR CENTRAL BANK INDEBTEDNESS. BY DM 4.9 
BILLION TO DM 20.9 BILLION. BANKS REPAID DM 8.3 
BILLION IN LOMBARD BORROWINGS TO REDUCE THE OUTSTANDING 
BALANCE TO DM 0.6 BILLION. REDISCOUNT BORROWINGS IN- 
CREASED HOWEVER, BY DM 0.7 BILLION TO DM 16.1 BILLION 
AND BANKS TOOK UP DM 2.8 BILLION FROM THE NEWLY-OPENED 
SPECIAL REDISCOUNT FACILITY (SEE BONN 1 1679). HOWEVER, 
BANKS WERE FORCED TO OFFSET THIS BY REDUCING RESERVE 
HOLDINGS AT THE BUNDESBANK BY DM 4.1 BILLION. ON 
AVERAGE PER DAY, BANKS HELD RESERVES OF DM 42.3 BILLION 
FROM JULY 1 THROUGH JULY 7. 

THE MAJOR FACTOR INCREASING LIQUIDITY WAS THE REDUCTION 
BY DM 8.3 BILLION IN OFFICIAL ASSETS HELD AT THE BUNDES- 
BANK. A REDUCTION IN BUNDESPOST ASSETS HELD AT THE 
BUNDESBANK OF DM 6.9 BILLION COUPLED WITH REDUCTIONS 
IN FEDERAL GOVERNMENT ASSETS OF DM 1.0 BILLION AND 
LOMBARD ASSETS OF DM 0.7 BILLION ACCOUNTED FOR MOST 
OF THE CHANGE. ALSO INCREASING LIQUIDITY WAS THE ABOVE 
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MENTIONED INCREASE IN BUNDESBANK MONETARY RESERVES AND 
BUNDESBANK LOANS TO PUBLIC AUTHORITIES OF DM 0.8 BIL- 
LION. 

REDUCING LIQUIDITY WAS AN INCREASE IN 

CURRENCY IN CIRCULATION OF DM 1.3 BILLION (UNUSUAL IN 

THE FIRST WEEK OF A MONTH). OTHER, UNIDENTIFIED, 

FACTORS REDUCED LIQUIDITY BY DM 7.2 BILLION. 

7. BOND MARKET: 

CONDITIONS REMAINED BASICALLY UNCHANGED ON THE GERMAN 
BOND MARKET DURING THE PERIOD ALTHOUGH SOME 
EASING WAS SEEN IN THE SHORTER MATURITIES. ACCORDING 
TO THE PRESS, AVERAGE YIELDS OF OUTSTANDING DOMESTIC 
BONDS BROKEN DOWN BY REMAINING MATURITY ARE AS FOLLOWS: 

REMAINING MATURITY 
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(YEARS) 1 3 5 6 8 10 


JULY 17 4.50 5.40 5.95 6.10 6.45 6.65 
JULY 10 4.60 5.50 6.00 6.15 6.50 6.65 

CONCERNING FOREIGN DM BOND ISSUES, THE KINGDOM OF NOR- 
WAY HAS SOLD DM 200 MILLION OF 5 YEAR BONDS THROUGH A 
BANKING CONSORTIUM LED BY THE DEUTSCHE BANK. THE 
BONDS WERE SOLD AT 100.25 WITH A NOMINAL INTEREST RATE 
OF 5.75 PERCENT. 

THE EUROPEAN INVESTMENT BANK IS PLANNING A DM 150 
MILLION ISSUE WITH A PROBABLE INTEREST RATE OF 6.5 
PERCENT AND MATURITY OF 12 YEARS. 
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SPAIN IS PREPARING A DM 200 MILLION BOND ISSUE THROUGH 
A BANKING CONSORTIUM LED BY DRESDNER BANK. CONDITIONS 
OF THE ISSUE ARE NOT YET KNOWN BUT THE MARKET SPECU- 
LATION IS THAT THE ISSUE WILL BE FOR 7 YEARS AT 7 PER- 
CENT. 

8. ECONOMIC INDICATORS PUBLISHED THIS WEEK: 

NON-SEASONALLY ADJUSTED FIGURES 


(PERCENT CHANGE FROM PREVIOUS YEAR'S LEVEL (1)) 
MARCH APRIL MAY JUNE 


INDUSTRIAL PRO- 
DUCER PRICES 3.7 3.4 3.0 2.7 

INSOLVENCIES 

PERCENT CHANGE 14.8 -13.2 

TOTAL 906 738 


(1) UNLESS INDICATED OTHERWISE 
STOESSEL 
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